Historic,  Archive  Document 

Do  not  assume  content  reflects  current 
scientific  knowledge,  policies,  or  practices. 


Reserve 
aKF169? 
•  P86 


PROHIBITING  COMMODITY  PROGRAM  PAYMENTS 
TO  NON  FARM  CORPORATIONS  AND  PARTNERSHIPS  a 


an  S.  Walter,  James  Johnson,  Frederick  J.  Nels 
Annie  Kester,  and  George  W.  Coffman 
National  Economics  Division 
Economics,  Statistics,  and  Cooperatives  Servic 
U.S.  Department  of  Agriculture 
Washington,  D.C.  20250 


STAFF  REPORT 


NATIONAL 

ECONOMICS 

DIVISION 


ECONOMICS, 

STATISTICS 

AND 

COOPERATIVES 

SERVICE 

UNITED 

STATES 

DEPARTMENT  OF 
AGRICULTURE 


This  paper  was  prepared  for  limited  distribution  to  the  research 
community  outside  the  U.S.  Department  of  Agriculture.  The  views 
expressed  herein  are  not  necessarily  those  of  ESCS  or  USDA. 


* 


AD  *33  Bookplate 
Cl- 63) 

NATIONAL 


LIBRARY 


£*0' 

PROHIBITING  COMMODITY  PROGRAM  PAYMENTS 
TO  NONFARM  CORPORATIONS  AND  PARTNERSHIPS  &/& 

\y  J  'J 

Alan  S.  Walter,  James  Johnson,  Frederick  J.  Nelson, 
Annie  Kester,  and  George  W.  Coffman 
National  Economics  Division 
Economics,  Statistics,  and  Cooperatives  Service 
II. S.  Department  of  Agriculture 
Washington,  D.C.  20250 


0CT 111979 

CATAL0G  WYA#pS6e> 


June  1979 


I  721898 

I _  _  ...  J 

PROHIBITING  COMMODITY  PROGRAM  PAYMENTS  TO  NONFARM  CORPORATIONS  AND 
PARTNERSHIPS.  By  Alan  S.  Walter,  James  Johnson,  Frederick  J.  Nelson, 
Annie  Kester,  and  George  W.  Coffman;  National  Economics  Division; 
Economics,  Statistics,  and  Cooperatives  Service;  U.S.  Department  of 
Agriculture;  Washington,  D.C.  20250;  June  1979. 


ABSTRACT 


Section  103  of  the  Food  and  Agriculture  Act  of  1  977  required  the  Secretary 
of  Agriculture  to  report  on  the  effects  of  prohibiting  commodity  program 
payments  to  corporations  and  certain  other  business  entities.  The  results 
of  that  study  suggest  that  between  2,700  and  21,000  corporate  farm  units, 
tenants  of  ineligible  corporate  farms,  or  partnerships  could  be  affected 
by  such  a  prohibition.  Firms  ineligible  for  payments  could  not  be  expected 
to  participate  in  supply  management  programs  such  as  set-aside  or  land 
diversion.  The  acreage  of  wheat,  feed  grains,  cotton,  and  rice  affected  by 
the  payment  prohibition  would  range  between  425,000  under  the  most  narrowly 
applied  prohibition  to  approximately  7  million  acres  if  ineligible  corpora¬ 
tions,  tenants  of  ineligible  corporations,  and  ineligible  partnerships  were 
to  be  denied  payments.  Little  change  in  agricultural  investment  by  non¬ 
farmers  could  be  expected  as  a  result  of  the  prohibition. 

Key  words:  Commodity  programs;  direct  payments;  corporations ;  tenants; 
partnerships;  treasury  outlays;  participation 
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INTRODUCTION 

Section  103  cf  the  Food  and  Agriculture  Act  of  197/  requires  the 
Secretary  of  Agriculture  to  study  the  effects  of  prohibiting  commodity 
program  payments  to  certain  corporations  and  other  business  entities. 

This  report  presents  the  results  of  that  study.  Information  is  included 
on  the  relative  importance  of  the  various  forms  of  businesses  engaging 
in  farm  production  and  on  the  impacts  on  commodity  production,  price, 
and  program  effectiveness  of  prohibiting  payments  to  these  enterprises. 

The  study  is  limited  to  a  consideration  of  payments  made  through  the 
wheat,  feed  grain,  cotton,  and  rice  programs. 

The  Congress  debated  whether  withholding  program  payments  from  certain 
corporations  and  partnerships  would  be  an  effective  way  to  channel  benefits 
of  farm  programs  to  family  farms.  Their  deliberations  focused  on  what 
groups  should  be  subject  to  an  exclusion  if  such  an  approach  were  adopted. 
The  Senate  included  a  provision  in  its  version  of  the  1977  Act  (S.  275) 
that  would  have  prohibited  payments  to  certain  corporations  and  partner¬ 
ships.  The  House  considered  but  did  not  include  the  payment  exclusion  in 


its  bill;  and  the  provision  was  deleted  in  the  Conference  Committee. 

Instead,  the  language  cf  the  Food  and  Agriculture  Act  of  1977,  as  ultimately 
adopted  by  both  Houses  of  the  Congress,  mandated  that  a  study  be  made  of 
the  implications  of  payment  prohibitions  such  as  that  passed  by  the 


Senate  on  May  27,  1  977.1/ 

Types  of  Business  Entities  Analyzed 

The  record  of  Congressional  deliberations  suggests  that  a  major  concern 
of  the  Congress  was  with  the  perceived  increase  in  involvement  in  farming 
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and  farm  commodity  programs  by  persons  who  are  not  primarily  engaged  in 
fanning.  In  particular,  questions  were  raised  about  persons  who  involve 
themselves  in  farming  in  limited  ways  through  stock  ownership,  joint 
ventures,  trusts,  or  other  investment  mechanisms  while  providing  little 
day-to-day  management  of  the  farm.  In  view  of  this  legislative  history, 
this  study  focuses  on  types  of  business  perceived  to  have  a  concentration 
of  investors  who  are  net  principally  engaged  in  farming. 

Specifically,  the  study  explored  the  possible  effects  of  prohibiting 
payments  to  six  types  of  corporate  and  partnership  farms  that  would  be 
excluded  in  the  wording  of  the  Senate  bill  (table  1).  Farms  that  would 
be  able  to  continue  receiving  payments  under  all  options  considered 
include  sole  proprietorships  (or  husband-wife  ownership  combinations  2 /); 
political  subdivisions  and  related  agencies;  and  certain  tax-exempt 
organizations  including  farms  operated  by  churches  and  other  non-profit 
i nsti tuti ons . 


CORPORATIONS  AND  PARTNERSHIPS  IN  AGRICULTURE 
Corporations  and  partnerships  play  an  important  but  not  predominant 


role  in  farm  oroduction.  They  accounted  for  32  oercent  of  tota1  — 


arm 


sales  in  1974,  even  though  comprising  only  10  percent  of  these  total 
number  of  farms.  The  average  size  of  a  farm  partnership  was  double  that 
of  an  individually  owned  farm;  the  average  corporate  farm  was  more  than 
seven  times  as  large.  About  90  percent  of  all  partners  were  related  to 
the  otner  members  of  the  partnershi o,  -and  only  one  fourth  of  the  partner: 


2/  Sole  proprietorships  which  are  tenants  of  excluded  corporati 
oartnershi os  would  be  excluded  from  payment  under  options  III 


=  tion: 

■M  z, 
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Table  1 .--Al ternative  groupings  of  farms  to  which  a  payment  exclusion 
could  be  applied 

Option  : 

or  :  Description 

group  :  

I.  Farms  operated  by  widely-held  corporations; ]_/ 

II.  Farms  operated  by  widely-held  or  non-farm  corporations ;2/ 

III.  Tenants  of  widely-held  or  non- farm  corporations ; 3/ 

IV.  Combination  of  groups  II  and  III; 

V.  Non-farm  partnerships ;4/ 

VI.  Combination  of  groups  IV  and  V. 


y  "Widely-held"  corporations  are  defined  as  incorporated  businesses 
with  16  or  more  shareholders . 

2/  "Non-farm1'  corporations  refer  to  incorporated  businesses  which  are 
not  engaged  primarily  in  farming.  Group  II,  therefore,  includes  entities 
encompassed  within  Group  I.  as  well  as  farms  operated  by  corporations 
not  primarily  engaging  in  farming. 

3/  These  refer  to  tenant-operators  of  farms  owned  but  not  operated  by 
widely-held  or  non-farm  corporations. 

4/  These  refer  to  farms  operated  by  partnerships  in  which  either  at 
least  one  partner  or  the  entire  partnership  is  not  primarily  engaged  in 
far mi ng. 


had  more  than  two  partners.  Ninety- three  percent  cf  trie,  corporations 
had  fewer  than  10  shareholders  and  79  percent  had  fewer  than  five  share¬ 
holders.  The  shareholders  were  related  to  each  other  in  87  percent  of 
corporations.  Shareholders  and  partners  of  must  multi -owner  farms  were 
actively  involved  in  the  management  of  their  businesses.  In  1974,  fewer 
than  2,000  corporations  had  11  or  more  shareholders  and  they  wei 
responsible  for  less  than  three  percent  of  all  farm  sales. 

Corporations  accounted  for  18  percent  of  all  farm  sales  in  1974  with 
a  concentration  in  the  production  of  fed  cattle,  turkeys,  eggs,  fruits  and 
vegetables,  and  sugar  cane  (table  2).  Grains  and  cotton  accounted  for 
only  10  percent  of  the  farm  receipts  of  corporations  whereas  grains  and 
cotton  accounted  for  33  percent  of  all  U.S.  farm  marketings. 

Partnerships  accounted  for  14  percent  of  farm  receipts  in  1974  with 
their  share  ranging  from  12  to  20  percent  for  the  major  commodities. 

Their  commodity  mix  does  not  appear  to  be  different  from  that  of  sole 
propri etorshi ps . 
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Di rect  payments  have  impacts  upon  production  decisions,  and  con¬ 
sequently,  upon  the  policy  objectives  of  Government.  Their  roles  and 
history  in  policy  and  production  decisions  are  discussed  in  this  section. 

Role  in  Achieving  Policy  Objectives 


Throughout  the  history  of  commodity  programs 
been  only  one  of  several  forms  of  income  support 
Supply  controls,  price  supports,  export  programs, 
activities  are  cvher  types  of  puolic  programs  c ha- 


direct  payments  have 
to  the  farm  sector, 
and  market  development 
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Table  2. --Relative  importance  of  commodity  croup  sales  for  all  farm 
corporations,  1974 


Item 

Sales  by  al 

1  farm  corporations 

Share  of 
total  marketings 
of  commodity 

:  Share  of 

:  sales  by  all 

:  farm  corporation 

-  -  - 

Percent  -  -  - 

Grai  n 

4.9 

8.2 

Cotton 

15.0 

2.4 

Tobacco 

3.3 

0.4 

Other  field  crops  1 / 

25.0 

10.1 

Vegetables 

36.9 

5. 9 

Fruits  and  nuts 

31.5 

5.3 

Nursery  and  forest 
products 

60.3 

7.1 

Poul try 

28.1 

11.9 

Dai  ry 

6 . 3 

3.5 

Cattl  e 

32.3 

40.9 

Other  livestock 

7.7 

3.3 

All  sales 

13.2 

1 00 . 0 

]_/  Including  peanuts,  potatoes,  sugar  beets,  sugar  cane,  popcorn,  and 
mi  nt. 


SOURCE:  1974  Census  of  Agriculture,  Vcl .  IV,  Special  Reports,  Part  5, 
1  Corporations  in  Agricultural  Production." 
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Direct  payments  are  made  to  producers  both  to  support  ar.d  stabilize 
farm  incomes  arid  to  induce  producers  to  comply  with  acreage  controls  when 
prospective  supplies  are  expected  to  exceed  demand.  Under  the  current 
programs,  income  support  is  provided  by  direct  payments  to  farmers  with 
the  amount  determined  by  the  target-price  concept.  Target  prices,  based 
upon  national  average  costs  of  production,  have  been  established  for 
each  of  the  six  crops  (wheat,  corn,  sorghum,  barley,  rice,  and  cotton) 
considered  in  this  study.  If  the  average  market  prices  tor  a  specified 
period  of  the  season  are  less  than  the  target  prices,  qualifying  pro¬ 
ducers  receive  deficiency  payments  to  make  up  the  difference.  These 
are  guaranteed  prices  and  stabilize  producer  incomes  from  year  to  year 
from  fluctuations  due  to  weather  and  demand. 

To  be  eligible  for  these  support  programs  a  producer  must  comply 
with  any  set-aside  (acreage  reduction)  requirements  in  effect.  The 
guaranteed  price,  therefore,  serves  as  an  incentive  for  complying  with 
acreage-reduction  requirements.  If  a  producer  elects  not  to  set-aside 
acreage,  he  is  ineligible  for  program  payments  and  must  accept  the 
market  price  for  his  commodities. 

A  second  feature  of  the  current  program,  similar  to  deficiency  payments 
is  the  disaster  payments  anagram.  Eligible  producers,  prevented  from 
planting  or  suffering  low  yields  can  receive  payment  for  the  program 
commodities.  To  be  eligible,  the  producer  must  also  comply  with  set-aside 
requirements .  This  program  is,  in  essence,  free  insurance--'! t  removes 
fluctuations  in  income  due  to  natural  hazards. 
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In  addition,  direct  payments  are  made  on  a  contractual  basis  to 
producers  who  divert  cropland  to  conserving  uses-  These’  diversion  pay¬ 
ments  would  also  be  subject  to  a  payment,  prohibition. 


Payments  in  an  Historical  Context 
Direct  payments  were  first  made  to  farmers  in  the  1930's  as  part 
of  the  comprehensive  Government  programs  to  improve  depressed  conditions 
throughout  agriculture.  Payments  were  first  made  to  wheat  and  cotton 
producers  in  1933  and  to  corn  producers  in  1934.  Payments  were  used 
i ntermi ttently  during  the  3 940 1 s  and  1950's.  Beginning  in  I960,  payments 
have  played  a  more  prominent  role  than  in  earlier  years. 

Prior  to  1970  some  operators  received  in  excess  of  a  million  dollars 
in  annual  commodity  program  payments.  Legislation  passed  in  1970  imposed 
an  upper  limit  of  $55  thousand  on  payments  for  each  of  the  wheat,  feed 
grain,  and  cotton  programs  in  which  an  operator  might  participate.  This 
payment  ceiling  was  implemented  as  an  attempt  to  restrict  the  payment 
level  to  that  which  a  moderate  to  large  size  family  farm  would  receive. 

The  payment  limit  was  reduced  to  a  combined  total  of  $20  thousand  for 
all  programs  in  1974  and  was  subsequently  raised  in  1372  to  S40  thousand 
for  wheat,  feed  grains,  and  cotton.  The  1377  Act  specified  that  the  limit 
for  the  crops,  including  rice,  wculd  be  raised  to  $50  thousand  beginning 
in  1980.3/  Disaster  payments  were  exempted  from  the  limitation. 

The  level  of  direct  payments  to  participants  in  commodity  programs  has 
varied  considerably  over  recent  years.  They  reached  a  high  of  $4.0  billion 
in  1972,  but  dropped  to  $0.5  billion  two  years  later  (see  table  3).  Direct 


3/  The  payment  limitations  have  prevented  the  extremely  large  farms  from 
receivin':  1  area  oavwents .  althoucn  many  were  able  to  ci  re  u  went  the 
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Tab!  a 


3. --Direct  government  payments  in  comp 
indicators,  1369-77 


risen  to  selected  farm  sector  financial 


Cal 

enter  Year 

i  tern 

1959 

;  1370 

;  1971 

;  1972 

;  1973 

;  1974 

;  1975 

;  1375 

;  1977 

—  -  -Mi 

11  ion  do 1 

1  a  rs  —  — 

- 

* 

Di  rect 
government 
payments 

3,794 

3,717 

3,145 

3,561 

2,507 

531 

807 

734 

1,819 

Net  income 
from  farming 
after  inven¬ 
tory  adi'jst- 
ments 

14,293 

14,151 

14,633 

18,555 

33,343 

25,130 

24 ,475 

1 8 ,750 

20,543 

Farm  marketings 

48,175 

50,539 

52,859 

61  ,190 

87,063 

52,449 

88,209 

94,501 

95 ,034 

Production 
expenses  ]_/ 

42,115 

44,424 

47,367 

52,315 

65,562 

72,210 

75,853 

82,972 

37,969 

Value  of  crop 
production 

24,028 

28,838 

26,844 

34,253 

54,817 

56,359 

56,778 

55,655 

56,634 

Value  of  live¬ 
stock  proe 
ducticn 

23,033 

25,039 

25,039 

25,410 

33,315 

35 ,067 

34,930 

37,712 

23,249 

Capital  Gains  If 
Total  farm 
assets 

12,375 

11,159 

23,131 

40,425 

79,475 

37,391 

£3,377 

7  6 , 777 

50,011 

Real  estate 

3,252 

5,113 

13,  m 

29,463 

n  a  o 

0  (m  •  VJ  V  O 

42,313 

50,457 

53 ,393 

43,521 

]_/  Includes  Government  payment  to  non-operator  landords. 

2/  Capital  gains  on  physical  farm  assets  include  appreciation  in  real  estate 
plus  increases  in  value  of  non-real  estate  capital  goods  and  inventories. 


assets 


SOURCES: 


Various  issues  of  Farm  Income  Statistics 
the  Farm  Sector,  and  Agricultural  Stasis 
of  Agricu ■ cure.  .  _ 


Croo  Values,  Balance  Sheet  of 
cs ,  published  by  U.S.  Department 
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payments  were  consistently  high  from  1951  to  1973  when  farmers  received  an 
average  of  $2.8  billion  per  year.  Most  payments  have  been  made  to  pro¬ 
ducers  of  five  major  crops:  wheat,  cotton,  corn,  barley,  and  sorghum. 

Rice  payments  were  started  in  1976  following  passage  of  the  Rice  Production 
Act  of  1975.  Payments  were  highest  relative  to  crop  values  under  the  wheat 
and  cotton  programs  (table  4).  In  1967,  cotton  program  payments  equaled 
the  market  value  of  the  crop,  and  payments  were  nearly  half  the  value  of 
the  wheat  crop  in  1969  and  1970.  Producers  received  an  average  of  $2.2 
billion  per  year  through  programs  for  the  six  crops  during  the  years 
1965  to  1977.  For  all  six  crops  payments  equaled  13  percent  of  the  value 
of  production  over  the  13-year  period,  even  though  payments  were  less 
important  during  1974-76  when  market  prices  for  grains  were  favorable. 

The  amount  of  payments  received  by  farmers  has  been  small  compared 
to  receipts  from  farm  marketings  (table  3).  However,  the  payments  have 
been  much  more  important  relative  to  net  farm  income,  averaging  ] ?  percent 
of  the  net  during  1969-77,  exceeding  25  percent  in  the  late  1360's. 

Compared  to  total  returns  to  farmers  (income  plus  asset  apprecia cion) , 
direct  payments  are  not  large.  Capital  gains,  most  of  which  have  teen  in 
farm  real  estate,  have  averaged  more  than  2-1/2  times  the  amount  of  farm 
income  since  1971  and  have  exceeded  income  from  farming  in  every  year 
during  the  years  1971  to  1977  (table  3).  Government  payments  were  only  5 
percent  as  much  as  asset  appreciation  during  this  period.  Therefore,  for 


non farm  or  corporate  investor,  substantial  returns  would  be  possible  through 
i  eng- term  capital  gains,  even  without  eligibility  to  receive  direct  oavmsn*' 

-  re  a  v'e  s  .essential  d*>  ^fe  rentes  a  mo  rq  reel  ore  and  ^  c  ; 

teas  a  "actors  are  general  throughout  the  farm  sector. 
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Table  4  --Value  of  production  and  Cover— ent  nav-nts  for’:-: 


Wheat 

Corn 

*or  orain 

c 

?.rl  av 

Pav, sen  c  as 

: Payment  as 

Payment  as 

pet.  of 

:  pet.  of 

oct.  of 

Year 

Value  of  :Governrre.it: 

value  of 

Value  of  : 

Government:  value  of 

Value  of  :0 

overnment: 

value  cf 

production:  nay-ants  : 

production 

r  o  d  u  c  t.  i  on ! 

’■:./!  ants  : production 

orcducti on : 

oavr-Pnts  : 

orcducti on 

million  dollars 

Qa  ppgp( 

“ill  ion  dollars  oercent 

million  eo1 

lars 

D^rr.^r*  t 

1955 

1774.5  509.2 

23.7 

£7  o 

1034.1  23.0 

399.5 

62.5 

15.7 

1 S65 

.21  29.3  631.3 

32.0 

5171  .0 

1028.0  19.9 

411  .3 

47.3 

11.5 

1957 

2090.1  727.1 

34.3 

4  2 

730.6  14.5 

374.4 

- 

- 

1953 

1529.1  746.0 

38.7 

4825 . 6 

1165.3  24.2 

390.2 

- 

- 

1959 

1795.7  355.9 

47 . 7 

5416.0 

1365.3  25.2 

377.9 

46.0 

12.2 

1970 

1303.2  371.0 

48.3 

55:4. 4 

1223.1  22.3 

400.4 

44.7 

11.2 

1971 

2165.7  335.7 

40.3 

5095.0 

893.1  14.7 

453.7 

- 

- 

1972 

2704.1  858.7 

31  .3 

8732.7 

1403.9  16.3 

507.2 

107.2 

21  .1 

1973 
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5351.4 

. 

1  3471  .3 

181.0  1.3 

829.7 

9.5 

i.i 

1977 

4677.3  1174.2 

25.1 

12333.0 

231.1  2.2 

749.0 

121.5 

16.2 

1965-77  av. 

3731.3  539.0 

16.0 

3367. 0 

021.5  9.3 

378.2 

41 .3 

•7.1 
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Upland  cotton 

Riee  1/ 

1955 

659.1  225.0 

34.1 

2086 

69.3  3.3 

376.2 

_ 

- 

1955 

729.6  219.9 

30.1 

381 

774.0  73.9 

421  .0 

- 

- 

1967 

744.2  135.4 

18.2 

933 

925.0  99.7 

444.0 

- 

- 

1355 

530.5  203.1 

29.4 

1197 

732.5  65.5 

£20.  E 

- 

- 

1269 

771.5  232.2 

30.1 

1040 

323.2  79.2 

447.2 

- 

- 

1970 

720.1  235.  <5 

30.4 

1110 

914.9  32. 4 

433.2 

- 

“ 

1371 

304.7  157.0 

13.5 

1339 

819.4  58.6 

453  _  ? 

- 

- 

1972 

1107.7  233. 3 

25.1 

1773 
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574.: 

- 
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9.2 

2747 
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- 

1074 
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3.3 
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- 
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1  07=. 
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1.1 

2023 
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- 

- 

1075 

1450.1  24.5 

o  4 

3223 

98.0  3.0 

j  11.5 

103373 

15.3 

1977 

1263.0  167.9 

12,3 

352T 

53.3  1.3 

923.5 

^  Q 

.4 

1955-77  av. 

1132.2  167.9 

14.3 

1375.1 

542. s  23.9 

69  4 .2 

55 .  ^ 

9 . 5 

Si  x 

cron  total 

1955 

10049.5 

1960.2 

19.5 

vrs. 
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27.3 

lot-/ 

5635.9 
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Payment  Prohibitions  anc!  Production  Decisions 


If  commodity  programs  are  changed  to  prohibit  payments  to  certain 
producers,  those  affected  will  not  likely  participate  in  Government 
programs  and,  accordingly,  may  adjust  their  mix  of  crops.  Adjustments 
would  be  expected  at  least  in  the  years  when  supply  controls  are  in 
effect,  since  there  would  be  minimal  benefits  from  continuing  to  parti ci pat 
The  following  discussion  of  the  wheat  program  and  economic  conditions  for 
1S73  illustrates  this  point. 

The  1978  wheat  program  provided  a  price  support  (the  loan  rate)  of 
$2.35  per  bushel,  and  an  income  support  (target  price)  level  of  $3.40  for 
producers  who  set  aside  two  acres  of  land  for  every  ten  that  they  planted 
to  wheat.  Complying  producers  were  also  eligible  for  the  disaster  payments 
program.  The  market  price  for  wheat  averaged  $2.88  during  the  first  five 
months  of  the  marketing  year;  hence,  the  complying  producers  received  a 
deficiency  payment  of  $.52  par  bushel.  The  payment  is  the  product  of  the 
wheat  acreage  planted  for  harvest  times  the  norma1'  crop  yield  of  the  farm 
times  the  deficiency  payment  per  bushel. 

If  the  producer  were  ineligible  for  disaster  and  deficiency,  or 
diversion  payments,  the  only  direct  benefits  for  which  a  participant  would 
be  eligible  would  be  price  support  loans  arid  storage  payments  for  grain 
held  in  the  farmer-owned  reserve.  However,  the  market  price  for  wheat 
would  remain  near  or  above  the  loan  support  level  unless  a  large  proportion 


of  producers  did  not  participate 'in  the  program.  As  a  result,  the  producer 
:Ct  to  receive  at  least  the  loan  price  without  complying  with 


any  o reduction  controls.  Most  o reducers  are  unab' 
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adaptation  of  their  areas  to  certain  c-'Ops.  Consequsnti-y ,  there  is  little 
reason  to  anticipate  major' shi fts  among  crops  as  a  result  of  a  payment 
prohibi ti on . 

In  essence,  as  long  as  the  market  price  remains  higher  than  out-of- 
pocket  costs  per  bushel,  any  producer  who  cannot  receive  payments  'would 
maximize  his  profits  by  putting  into  production  his  full  acreage,  con¬ 
sistent  with  rotational  and  fallowing  requirements.  Therefore,  the  level 
of  production  for  the  affected  program  crops  would  likely  increase  as  a 
result  of  a  payment  prohibition. 

IMPACTS  OF  A  PAYMENT  PROHIBITION 

This  section  considers  the  impact  on  commodity  production  ana  market 
price  of  a  payment  prohibition  applied  to  the  groups  outlined  in 
table  1 . 


Methods 


The  analysis  of  corporations  is  based  on  da 
study  by  the  Agricultural  Stabilization  and  Cons 
Data  for  the  partnership  analysis  ccme  from  the 


ta  assembled  for  this 
ervation  Services  (ASCS). 
1274  Census  of  Acri culture 


and  a  follow-up  survey  of  partnerships  in  1276. 


For  this  analysis,  ASCS  county  offices  provided  information  on  each 
farm  owned,  operated,  or  owned  and  operated  by  an  incorporated  business, 
including  these  in  which  an  incorporated  business  had  only  partial 
ownership. 4/  Data  were  supplied  for  54,030  ASCS  farm  units  with  which 
a  corporation  was  involved.  These  farms  were  associated  with  about  42 


1 3 


thousand  incorporated  businesses.^/  Since  ASCS  data  on  production  and 
programs  for  wheat,  feed  grains,  cotton,  and  rice  pertain  to  farms  rather 
than  corporations ,  the  analysis  that  follows  is  related  to  farms  on  record 
with  ASCS  for  which  there  is  corporate  involvement,  and  not  to  the  number 
of  corporations  that  would  be  excluded  from  payments. 

The  data  for  partnerships  were  considerably  less  extensive  than 
that  for  corporations.  Information  from  the  1974  Census  of  Agriculture 


and  the  1975  Survey  of  Farm  Partnerships  is  summarized  in  fable  5.  In 


this  analysis,  it  is  assumed  that  firms  excluded  from  payments  would  be 
those  reporting  one  or  more  partners  receiving  his  primary  income  from 
other  sources  (table  5).  In  some  partnerships  the  "other  source  of 
income"  is  another  farm;  this  would  result  in  the  partnership  being 
incorrectly  listed  in  the  excluded  category.  In  addition,  partnership 
businesses  for  which  the  primary  business  activity  is  net  fanning  are 
nob  tabulated;  this  results  in  undercounting  of  partnerships  engaged  in 
farming.  The  magnitude  of  these  errors  cannot  be  estimated  but  they  are, 
at  least,  partially  offsetting. 

The  partnerships  which  would  be  excluded  from  payment  are  estimated 
to  be  13,752  grain  producers  and  1,533  cotton  producers,  with  sales  of 
S731  million  and  $107  million,  respecti vely .  They  represent  about  one- 
third  of  all  partnerships  producing  grain  or  cotton.  Their  sales  were 
approximately  3  percent  of  all  grain  and  4.7  percent  of  the  cotton  market 


The  grain  production  shown  above  includes  other  grains 
for  which  neither  a  program  nor  an  exclusion  applies. 
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2.  b  1  S  0 


■Partnerships  in  U.S.  farm  production,  extent  of  nonfarm  activities,  and  impacts 
of  a  prohibition  of  Government  payments 


Numb 

er  of  partn 

CO'S 

I  tern 

:  Unit  : 

2 

3 

:  4  : 

5 

:  6 
:  or 

:  more 

i  otal 

:  : 

-  -  - 

All  parntershi os 

-  -  - 

Partnerships  producing 
any  farm  commodity 

No.  : 

61 ,775 

13,423 

4,964 

742 

834 

81 ,738 

Percentage  that  have  a 
partner  with  primary 
income  from  sources 
outside  the  partnership 

:  Percent  : 

34.2 

40.9 

52.1 

64.3 

77.3 

37.1 

Partnerships  reporting 
grain  sales 

:  No .  : 

39,235 

8,216 

2  536 

393 

517 

50,896 

Grain  sales  by  partner¬ 
ships 

:Mil.bol.  : 

1 ,413 

353 

1 35 

19 

23 

1 ,949 

Partnerships  reporting 
cotton  sales 

:  No . 

3,338 

561 

374 

39 

61 

4,373 

Cotton  sales  by 
partnershi ps 

: M i 1 .dol .  : 

159 

56 

34 

4 

13 

265 

:  : 

-  -  -  Par 

tnershi ps  excluded 

from  payments  1/ 

-  -  - 

Grain  producers 

:  No .  : 

13,418 

3,360 

1  ,321 

253 

400 

18,752 

Sales  cf  grains 

: Mil. dol.  : 

483 

144 

70 

1  2 

22 

731 

Cotton  producers 

:  No .  : 

1,142 

229 

1  95 

25 

47 

1  ,633 

Sales  of  cotton 

: Mil. dol.  : 

54 

23 

18 

2 

10 

107 

\j  Based  on  the  percentage  of  partnerships  that  nave  one  or  more  partners  with  primary 
scarce  of  income  from  other  sources  (second-line). 


SOURCE:  Survey  of  Farm  Partnerships  by  Bureau  of  Census  and  ESCS  estimates 
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they  produce  the  same  mix  of  crops  as  other  farms,  the  excluded  partner¬ 
ships  would  have  produced  about  1.7  million  acres  of  wheat,  3.0  million 
acres  of  corn,  barley,  and  sorghum;  and  580  thousand  acres  of  cotton  in 
1978. 

The  estimates  of  the  potential  change  in  production  for  both  cor¬ 
porations  and  partnerhips  are  based  on  several  assumptions.  First,  it 
was  assumed  that  farms  excluded  from  commodity  program  payments  would 
continue  to  remain  in  production  since  out-of-pocket  costs  would  be  below 
expected  market  prices.  Second,  it  was  assumed  that  these  producers 
would  undertake  few  major  shifts  in  crop  production  but  would  merely 
return  their  set-aside  and  diversion  acreage  to  production.  Third,  it 
is  expected  that  the  excluded  participants  would  not  return  to  production 
all  of  the  land  that  qualifies  as  set-aside  or  diversion  under  production 
adjustment  programs  due  to  the  "slippage"  effect  of  marginal  lands.  Based 
upon  these  assumptions  and  previous  research,  it  is  expected  that  about  60 
percent  of  wheat  set-aside  and  80  percent  of  feed  grain  and  cotton  set-aside 
or  diversion  acres  would  be  returned  to  production.  It  is  assumed  that  these 
acres  would  only  be  90  percent  as  productive  as  the  average  land  for  the 
farm. 

Specific  legislative  provisions  would  determine  which  groups  among 
the  6  options  (table  1)  would  actually  be  excluded  from  participation  in 
government  payments. 

Resul ts 

The  impacts  of  applying  paymen-ts  prohibitions  to  each  of  the  six 
groups  are  presented  in  this  section.  Numbers  of  units  affected,  total 
acreages  and  production,  as  well  as  program  participation  in  1978  are 
presented  for  each  option. 
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Option  I.  Farms  Operated  by  Widely-Held  Corporations 

The  provision  included  in  the  Senate  version  of  the  1977  Act  (S.  275) 
would  have  prohibited  payments  to  corporations  with  one  exception-- those 
qualifying  as  small  business  corporations  (Subchapter  S  corporations)  as 
defined  by  the  Internal  Revenue  Service.  These  would  remain  eligible 
regardless  of  the  primary  business  activity  of  the  corporation  or  its 
stockholders.  One  of  the  criteria  to  qualify  as  a  small  business  cor¬ 
poration  is  that  there  be  no  more  than  15  shareholders .  The  excluded 
corporations  are  termed  widely-held  corporations .  As  in  the  Senate  bill, 
tenants  of  ineligible  corporations  could  continue  to  receive  payments. 

From  the  ASCS  data,  it  was  determined  that  about  2,700  incorporated 
farms  would  be  ineligible  to  receive  payments  (table  5)  .6/  However,  in 
1978  only  about  1 , 400  of  these  farms  produced  any  of  the  six  crops  to 
which  an  exclusion  would  apply.  Their  output  of  the  six  crops  totaled 
425  thousand  acres.  Approximately  300  of  these  farms  produced  S6  thousand 
acres  of  wheat.  Feed  grains  were  produced  on  S00  farms  with  a  total 
of  210  thousand  acres  of  corn,  sorghum,  and  barley.  Fewer  than  15( 
produced  54  thousand  acres  of  cotton.  The  exclusion  would 
have  applied  to  57  rice  farms  that  produced  53  thousand  acres  of  rice. 

Only  700  of  the  farms  that  would  be  excluded  were  participants  in  the 
1378  program.  The  participants  produced  less  than  300  thousand  acres 
of  the  six  program  crops. 


6 /  The  2,700  ineligible  farms  total  S  percent  of  those  for  which  a 
determination  could  be  made.  There “are  about  8.300  for  which  the 
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TAB!  !  6. --OPTION  I --Incorporated  farms  operated  by  corporations  having  16  or  more  shareholders 
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Excluding  these  producers  would  result  in  the  following  production 
adjustments.  An  additional  22  thousand  acres  of  the  six  crops  affected 
would  be  planted  as  a  result  of  a  payment  prohibition  to  corporations 
with  15  or  more  shareholders .  Wheat  production  would  increase  200  thousand 
bushels  from  7  thousand  additional  acres.  Fifteen  thousand  acres  of  feed 
grains  would  be  returned  to  production  by  the  excluded  producers.  More  than 
10  thousand  acres  would  be  in  corn.  Estimated  changes  in  commodity  prices 
corresponding  to  these  production  changes  would  be  less  than  one-naif  cent 
per  bushel  of  grain  or  oound  of  cotton. 

Option  II.  Farms  Operated  by  Widely-Held  or  Nonfarm  Corporations 

This  group  includes  farms  operated  by  widely-held  corporations  as 
discussed  above,  plus  farms  operated  by  corporations  not  engaged  primarily 
in  farming  regardless  of  the  number  of  shareholders .  More  than  S,200  incor¬ 
porated  farms  would  be  ineligible  for  payments  under  this  exclusion 


/  +. . 


ble  7). 7/  In  1973  about  3,200  of  these  farms  produced  one  or  more  of 


the  program  crops.  The  total  wheat  acreage  of  the  six  program  crops  was 


700  thousand  acres.  Wheat  was  grown  on  700  of  these  farm  unit 


fir  jr 
\ i Oj 


thousand  acres).  Feed  grains  were  produced  on  more  than  2,200  farms  far  a 
total  of  390  thousand  acres  cf  corn,  sorghum,  and  barley.  Fewer  than  250 


7/  This  number  is  about  20  percent  of  the  farms  for  which  a  determination 
cf  eligibility  could  be  made.  Since  the  ASC2  County  office  did  not  always 
know  whether  a  corporation  is  primarily  engaged  in  farming  or  if  there  are 
16  or  mere  stockholders,  eligibility  could  not  be  determined  for  over  3,000 
farms.  If  the  same  percentage  of  these  farms  were  ineligible  as  for  those 
where  a  determination  could  be  made,  the  number  is  underccu.nted  by  about 
2,000  farms.  T'nis  level  of  undererumeration  would  not  affect,  the  major 
cone  1  us i ons . 


TAiU.h  '/.--OPTION  II --Incorporated  farms  operated  by  corporations  having  16  or  more  shareholders  or  engaging 
primarily  in  ncnfariii  business 
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of  the  excluded  farms  produced  74  thousand  acres  of  cotton.  Rice  was 
grown  on  90  of  the  excluded  farms  (73  thousand  acres). 

About  1,600  of  the  farms  that  would  be  excluded  under  this  definition 
participated  in  a  197S  program.  They  grew  approximately  400  thousand 
acres  of  the  six  crops. 

As  shown  in  table  7,  excluding  widely-held  or  nonfarm  corporations 
would  result  in  increased  production  of  the  six  crops  by  approximately 
40  thousand  acres.  Wheat  production  would  increase  by  12  thousand  acres, 
feed  grains  by  23  thousand  acres,  and  cotton  by  about  600  acres 
The  increased  production  would  be  350  thousand  bushels  of  wheat,  2  million 
bushels  of  feed  grains  and  230  thousand  pounds  of  cotton.  Prices  for  the 
crops  would  decline  by  less  than  one-half  cent  per  bushel  (per  pound  of 
cotton)  as  a  result  of  this  increase  in  production. 


Option  III.  Tenants  of  Widely-Held  or  Nonfarm  Corporations 

The  Congress  directed  that  a  payment  prohibition  be  considered 
separately  for  tenants  because  there  is  a  likelihood  that  ineligible 
corporations  would  be  able  to  circumvent  the  exclusion  by  leasing  the 
land  to  an  eligible  farmer.  A  payment  exclusion  for  tenants  of  ineligible 
corporations  would  affect  in  excess  of  9,230  farms,  a  number  slightly  grea 
than  if  the  exclusion  were  to  apply  only  to  operators. 3/  About  6,500  of 
these  farms  produced  one  or  more  of  the  six  crops  for  a  total  of  900 
thousand  acres  (see  table  3).  Approximately  190  thousand  acres  of  wheat 


5/  The  number  is  about  50  o ere sot— of  the  farms  for  which  a  d 
of  eligibility  could  be  made.  There  are  in  excess  of  4,000  fa 
a  determination  could  not  oe  made.  If  the  above  percentage  ao 
count  would  be  underestimated  by  about  2,600  farms  which,  even 
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were  grown  on  1,500  of  these  farms.  Feed  grains  were  produced  on  4,200 
farms  (500  thousand  acres).  Only  500  farms,  which  produced  170  thousand 

acres  of  cotton  would  be  excluded  from  payments  as  tenants  of  ineligible 
corporations . 

As  a  result  of  this  exclusion  production  of  the  six  crops  would 
increase  by  approximately  43  thousand  acres.  This  impact  is  slightly  greater 
than  in  the  previous  two  cases.  The  impact  on  commodity  prices  would  be 
nag! igibl e. 


Option  IV.  Excluded  Corporations  and  Their  Tenants 

This  alternative  would  exclude  farms  operated  by  widely-held  or 
nonfarm  corporations  as  well  as  tenants  of  such  corporations.  It  is  a 
combination  of  Option  II  and  III.  If  these  entities  were  excluded  from 
payments,  more  than  17  thousand  farm  units  would  be  affected  (table  9). 

About  10  thousand  of  these  farms  produced  one  of  the  six  program  crops 
in  1975  for  a  total  of  1.5  million  acres.  About  6,500  of  tnese  farms 
grew  feed  grains  on  900  thousand  acres.  Cotton  was  produced  on  750 
farms;  rice  on  approximately  200  farms.  These  farms  accounted  for  240 
thousand  acres  of  cotton  and  120  thousand  acres  of  rice. 

If  the  17  thousand  farm  units  associated  with  ineligible  corporations 
and  tenants  were  excluded  from  program  payments,  the  amount  of  land  returned 
to  production  would  include  27  thousand  acres  of  wheat,  54  thousand  acres 
of  feed  grain,  and  2  thousand  acres  of  cotton.  This  would  result  in 
increased  production  of  770  thousand  bushels  of  wheat,  4.4  million  bushels 
of  feed  grains,  and  a  negligible  amount  of  cotton.  The  corresponding  market 
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,s  than  one  cent  per  bushel  for  wheat  and  .5  cents  per  bushel  or  pound  for  other  commodities. 
:  Agricultural  Stabilization  and  Conservation  Service. 
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Potion  V:  Excluded  Partnerships 

It  is  assumed  that  a  payment  exclusion  applied  to  partnerships  would 
encompass  any  business  in  which  one  or  more  partners'  primary  source  of 
income  was  from  nonfarm  sources,  or  one  in  which  the  business  itself  was 
not  primarily  engaged  in  farming.  An  alternative  which  is  probably  more 
consistent  with  the  Senate  language  (S.  275),  would  be  to  apply  the 
partnership  exclusion  more  narrowly  to  partnerships  in  which  a  nonfarm 
corporation  is  one  of  the  partners.  However,  there  were  only  13  limited 
partnerships  of  this  type  in  grain  production  in  1975,  and  they  marketed 
a  negligible  share  of  the  total  sales.  None  was  engaged  in  cotton  pro¬ 
duction  in  1975.  This  limited  partnership  exclusion  can,  therefore,  be 
dismissed  as  being  without  impact  at  this  time. 

There  are  no  data  available  on  participation  of  partnerships  in 
commodity  programs  but  there  is  no  reason  to  believe  that  their1  partici¬ 
pation  rate  is  different  from  chat  of  sole  proprietorshi ps . 

A  payment  prohibition,  if  applied  to  partnerships ,  would  result  in 
a  production  increase  for  the  six  payment  crops  of  approximately  390 
thousand  acres,  based  upon  1973  conditions  (table  10).  Grain  production 
(wheat  and  feed  grain)  would  increase  by  20  million  bushels.  Cotton 
production  would  increase  by  about  5  million  pounds,  or  12,000  bales. 

This  production  increase  would  result  in  a  price  decrease  of  about  2 
cents  per  bushel  for  wheat  and  1  cent  per  bushel  for  the  three  feed 
grains;  the  impact  on  cotton  prices- would  be  negligible. 
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Option  V I:  Excluded  Corpora t ions ,  Their  Tenants,  and  Partnershi ns 

This  is  the  broadest  category  of  exclusion-farms  operated  by  ail 
widely-held  or  nonfarm  corporations ,  tenants  of  such  corporations ,  and 
ineligible  partnerships.  It  is  a  combination  of  options  IV  and  V,  as 
shewn  in  table  1.  If  this  group  of  farms  were  excluded  from  program 
payments,  about  21  thousand  partnerships  and  more  than  17  thousand 
farm  operated  by  corporations  or  their  tenants  would  be  affected 
(table  II).  It  is  estimated  that  these  farms  collectively  planted  some 

2  million  acres  of  wheat,  4  million  acres  of  feed  grains,  and  nearly  900 
thousand  acres  of  cotton.  About  70  percent  of  the  wheat  acreage  and  50 
percent  of  the  acreage  of  feed  grains  were  committed  to  the  1973  programs. 

The  prohibition  of  program  payments  to  this  group  of  farms  would 
result  in  200  thousand  acres  of  wheat,  260  thousand  acres  of  feed  grains, 
and  15  thousand  acres  of  cotton  returning  to  production.  Both  wheat  and 
feeo  grain  prices  would  decline  slightly,  with  wheat  prices  dropping  about 

3  cents  per  bushel;  and  prices  of  corn,  sorghum,  and  barley  each  falling 

by. about  2  cents  per  bushel.  The  impact  on  cotton  prices  would  be  negligible 
since  this  acreage  was  only  one  tenth  of  one  percent  cf  the  1973  total. 


CHANGE  IN  COMMODITY  PROGRAM  PAYMENTS 


Government  expenditures  would  be  affected  in  two  ways  by  a  payment 
prohibition:  excluded  producers  would  no  longer  receive  payments,  while 


others  could  receive  higher  deficiency  paym 
in  market  prices.  Excluding  some  farm  busi 
reduce  Treasury  outlays  for  deficiency,  div 
to  these  ~ormer  orccram  oarti ci cants .  Then 
def'c’ency  payments  to  remain, w:  par tic 


ents  resulting  frem  decreases 
ness  entities  would  obviously 
ersion,  and  disaster  payments 
e  .would  oe  increases  in 
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production  by  farms  excluded  from  participation  in  the  programs  lower 
farm  prices.  The  result  could  be  a  net  increase  in  total  Government 
program  costs  as  this  analysis  projects. 

The  estimates  cf  changes  in  production  and  price  levels  shown  in 
table  5  through  11  were  employed  to  project  the  magnitude  of  change  in 
commodity  program  payments  for  two  of  the  previously  defined  groupings. 
These  two  options  (IV  and  VI)  indicate  the  widest  range  of  change  in 
program  payments  that  could  be  expected.  Treasury  outlays  for  commodity 
loans  are  ignored,  since  an  outlay  in  one  time  period  is  generally 
offset  by  a  receipt  in  a  later  period . 9/ 

If  the  payment  prohibition  is  applied  as  in  Option  IV  (both  ineligibl 
corporations  operating  farms  and  their  tenants),  the  net  change  in 
expenditure  is  an  estimated  $9  million  decrease  (table  12).  Basea  upon 


1973  conditions,  it  is  estimated  that  the  prohibition  would  resu' 


in  the 


elimination  cf  515  million  in  payments  to  ineligible  entities.  However, 
the  increased  production  attributable  to  the  prohibition  would  result  in 
approximately  a  one-half  cent  decrease  in  the  price  of  wheat.  The  decline 
in  the  price  of  wheat  could  result  in  increased  deficiency  payments  to 
program  parti ci pants. 1 0/  Assuming  that  42  million  acres,  or  1.5  billion 
bushels,  of  wheat  were  subject  to  the  program  and  that  the  payment  rate 
per  bushel  increased  by  one-half  cent,  the  remaining  participants  wculd 
receive  an  additional  So. 5  million  in  deficiency  payments  under  the  wheat 
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If  the  payment  exclusion  is  applied  as  in  Option  VI  (ineligible 
partnerships  and  corporations  and  their  tenants)  the  effects  would  be 
to  increase  Government  costs  by  about  $27  million  based  upon  1973 
conditions.  Ineligible  partnerships ,  being  a  much  larger  group  than 
excluded  corporations,  would  return  a  substantial  amount  of  set-aside 
and  diversion  acreages  to  production.  The  larger  supply  would  cause 
prices  to  decrease  enough  that  deficiency  payments  to  remaining 
participants  would  rise  by  about  $114  million.  This  increase  in 
deficiency  payments  would  more  than  offset  the  $87  million  savings  from 
the  payment  exclusion;  thus,  the  result  would  be  a  $27  million  net 
increase  in  Government  outlays. 


CONCLUSIONS 

This  analysis  indicates  that  large-scale  or  nonfarm  corporations 
play  a  significant,  but  by  no  means  predominant,  role  in  the  production 
of  commodities  for  which  there  are  Government  programs.  There  is  little 
evidence  that  payments  made  through  commodity  programs  provide  the 
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production.  A  large  share  of  cor 
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irticulariy  those  with  nc 


farmer  investors,  produce  commodities  for  which  there  are  no  direct 
payments,  such  as  fruits  and  vegetables,  fed  cattle,  and  poultry. 
Processors  for  these  commodities  have  perceived  advantages  in  integrating 
backward  into  production  of  commodities. 

Partnerships  produce  aporoximatsl y  the  same  mix  of 
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Direct  payment  programs  have  not  given  impetus  for  a  surge  in 
investment  by  those  not  primarily  engaged  in  farming.  Land  appreciation 
and  capital  gains  taxation  appear  to  be  stronger  influences.  A  large 
percentage  of  farmland  continues  to  be  purchased  by  farmers  who  wish 
to  expand  the  size  of  their  operations.  Even  if  nonfarmers  are  excluded 
from  receiving  Government  program  payments,  it  is  doubtful  that  such  a 
measure  would  greatly  affect  who  invests  in  American  agriculture.  A 
prohibition  of  this  nature  would  only  marginally  discourage  the  purchase 
of  farms  by  business  entities  ineligible  to  receive  payments.  With 
potential  earnings  through  land  appreciation  being  about  20  times  larger 
than  direct  payments  by  government,  many  excluded  business  entities  would 
continue  to  invest  in  agriculture  as  long  as  out  of  pocket  costs  can 
be  covered.  Those  businesses  for  whom  capital  gains  is  a  principal  objective  wou 
probably  not  shift  their  investments,  particularly  if  land  appreciation 
were  to  continue  at  rates  comparable  to  those  of  the  recent  past.  Owners1 
returns  from  capital  appreciation  nave  outpaced  income  realized  from  farm 
operations  in  every  year  since  1371. 

To  be  effective,  any  law  narrowing  the  definition  of  who  may  receive 
payments  would  necessarily  have  to  exclude  tenants  of  ineligible  entities. 
Otherwise,  leasing  arrangements  could  easily  be  employed  whereby  the 
payments  would,  in  essence,  go  to  corporations  or  partnerships  in  the 
form  of  rents.  However,  excluding  tenants  from  payments  would  mean  that 
9,000  or  mere  family  farms  would  be  unable  to  participate  in  commodity 


programs . 


~  o 


Large-scale  investors  in  farming  are  currently  subject  to  a  payments 
ceiling  of  $40,000  for  feed  grains,  wheat,  and  cotton,  and  $52,250  for 
rice.  A  prohibition  would,  in  effect,  reduce  the  payments  ceiling  to 
zero  for  the  affected  entities.  The  existing  payment  ceiling  has  not 
had  a  significant  impact  on  the  farm  sector.  It  has  affected  only  a 
limited  number  of  producers,  many  of  whom  were  able  to  circumvent  the 
legislation.  To  attempt  to  restrict  the  farming  activities  of  outside 
investors  by  prohibiting  payments  to  ineligible  producers  could  prove 
as  elusive  an  objective  as  have  the  goals  of  earlier  measures  limiting 


payments . 


If  legislation  governing  a  payment  prohibition  were  tightly  written 
and  subject  to  little  circumvention,  the  impact  of  the  prohibition  would 
still  vary  among  commodities.  T'ne  profitability  to  excluded  entities 
of  producing  wheat,  sorghum,  barley,  and  rice  would  likely  diminish  since 
programs  for  those  crons  have  provided  a  substantial  level  of  deficiency 
payments.  There  would  be  little  impact  on  the  incomes  of  producers  of 
corn  as  payments  for  this  crop  has  been  relatively  minor 


in  recent  years.  A  prohibition  might,  as  a  result,  be  expected  to  provid 
an  incentive  for  ineligible  firms  to  shift  to  specializing  in  crops  for 
which  payments  have  not  been  important  or  have  not  been  available  such 
as  corn  or  soybeans.  Excluded  entities  might  also  increase  their  pro¬ 
duction  of  other  nonprogram  commodities,  including  fruits,  vegetables, 
livestock,  and  dairy,  but  most  producers  would  be  unable  to  shift  quickly 
to  nonpayment  crops.  The  opportunities  for  major  shi fts  between  crocs 


ion 


or  croos. 


.  J 


The  most  immediate  impact  of  a  prohibition  would  be  to  end  the 
participation  by  excluded  groups  in  the  set-aside  and  diversion  programs. 
No  longer  constrained  to  reduce  acreages  under  cultivation  to  remain 
eligible  for  payments,  many  of  those  excluded  would  place  a  greater  pro¬ 


portion  of  their  Holdings  in  production. 

Payment  prohibitions  affect  progressively  more  units  primarily  engaged 
in  farming  as  they  are  more  broadly  applied.  In  this  sense  they  have  more 
unintended  impacts.  For  example  applying  a  payment  prohibition  to  ineligible 
corporations  and  their  tenants  (Option  IV)  affects  17  thousand  units,  over 
half  of  which  are  tenants,  usually  thought  of  as  family  farmers.  Applying 
the  payment  prohibition  most  broadly  (Option  VI)  affects  over  38  thousand 


units,  of  which  over  30  thousand  are  tenants  or  partnerships  among  related 
individuals.  These,  too,  have  traditionally  been  encouraged  as  family 
farms.  The  impacts  on  these  tenants  and  partnerships  would  be  to  discourage 


entry  into  farming  through  either  of  these  routes. 

In  summary,  a  payment  prohibition  could  have  a  modest  impact.  A 
significant  change  in  the  degree  of  nonfarmer  investment  in  agriculture 
would  not  be  expected;  however,  the  overall  involvement  in  agriculture 
of  those  not  primarily  engaged  in  farming  could  be  reduced  slightly  with 
some  additional  shift  to  the  production  of  nonpayment  commodities  over 


time.  Two  potential  routes  to  entry  into  farming  would  be  di scouraged-- 
entry  by  tenancy  and  entry  by  partnership  with  a  nonfarm  investor.  The 
legislative  and  administrative  controls  needed  to  make  payment  pre- 
hibi sions  effective  would  have  to  be  carefully  considered  and  could  no 
costly;  otherwise,  producers  would  be  able  to  avoid  the’ 


as 
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Appendix 


CONGRESSIONAL  MANDATE  FOR  THE 


PAYMENT  PROHIBITION  STUDY 


Exhibit  i  —  Pub i  ic  law  So 
Study  on  Prohibiting  Pcrvrnents  to  Certain  Local 
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Exhibit  ?  —  Section  1 C 1 ,  subsection  •  b ;  or  : 
of  the  Senate  of  the' United  States  May  24, 


2  7  5 


"(b)  No  pavmer.t  other./i se  payable  under  the  annual  programs 
established  under  the  Agricultural  Adjustment  Act  or  1  Ujo,  « 
ar^  the  Agricultural  Act  of  1949  ,  as  arr, endec,  tor  the  l.t/o  t.rouv,, 
crops  of  wheat ,  feed  grains,  upland  cotton,  extra  long  staple  co^on, 
and'  rice  may  be  made  to  any  person  except— 

"(1)  a  sole  proprietorship  farming  operation  (including 
any  individual  operating  a  farm  as  a  tenant); 

"(2)  a  corporation  or  other  entity  encaged  in  a /arming 
operation  if  a  controlling  interest  in  such  corporation  or 
other  entity  is  held  by  individuals  engaged  primarily  in  ft.-winj, 

"(3)  a  small  business  corporation /s  defined  in  section 
1371(a)  of  the  Internal  Revenue  Code  of  1954; 

"(4)  a  trust  or  similar  arrangement  which  i nvol ve/yhe/i  u- 
duction  cf  wheat,  feed  grains,  cotton,  or  rice,  and  whicn  was 
established  on  or  after  the  date  of  enactment  or  tns  Food  are 
Agriculture  Act  of  1977  by  one  or  inore  persons  whow  d  nc., 
been  eligible  for  payments  ur.dar  this  suosectioR  .in.,  swl 
been  encaged  in  a  fanning  operation  themselves  on  u.e  Ian-  aim 
which  such  trust  or  similar  arrangement  is  concerns-; 

"(5)  a  trust  or  similar  arrangement  which  involves  the  pro¬ 
duction  of  wheat,  feed  grains,  cotton,  or  rice,  and  v;nicl/*ub 
established  by  any  person  prior  to  the  date  of  enacwwu  «i 
Food  and  Agriculture  Act  of  197/; 

"(6)  an  organization  described  in  section  oO/cyt  j.ne 
Internal  Revenue  Code  of  1 S 54  and  which  is  exempt  '  “  om 
under  section  501(a)  of  such  Code; 

"(7)  a  partnership  or  similar  arrangement  in  whicn/a/i  ^ ^ 
partner  or  owner  would,  if  engaged  in  a  farming  c^crat^n 
own,  be  eligible  for  payments  under  this  subsection;  ai,. 

"(3)  any  State,  political  subdivision,  or  agency  thereof".  . 


